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FRENCH ECONOMIC INDICATORS 
/ 1/ % Change From 
1978 1979= 1980— Previous Year 


In Billions of 1978 Dollars 2/ Unless Otherwise Indicated 


‘ 612.9 
GDP at Constant (1970) Prices ‘ . 204.4 
Per Capita GDP (Dollars) ’ ° 11,410 
Per Capita GDP (1970 Dollars) 2/ ’ ’ 3,810 
Gross Capital Formation ex Housing i . n.a. 
Gross Capital Formation ex Housing é n.a. 

(1970 Dollars) 

Disposable Income . s 455.7 
Disposable Income per Capita ($) = 3 8,480 
Industrial Production 3/(1970=100) 134 (Aug) 
Labor Productivity 4/ (% Change) 
Unemployment Rate 
Labor Force (Millions) 4 
Hourly Wage Index (% Change) ji ° 16. 0 (July) 


MONEY AND PRICES 

Money Supply 293. 4 (Aug) 
Bond Interest Rate 13.51 (Aug) 
Wholesale Price (1962=100) 6/ ; 310.9 (Sep) 
Retail Price (1970=100) ° 257.1(Sep) 


TRADE AND BALANCE OF PAYMENTS 

Exports FOB 

Imports FOB 

B/P Current Account Balance 

Gold and Foreign Exchange Reserves 5/ 
US Share of French Imports (CIF)7/ 

US Share of French Exports (FOB) 7/ 
Book Value of Investment 


79.6 {Sep) 
89.8 (Sep) 
-5.0 (Sep) 
31.9 (Oct) 
8.1 (Sep) 
4.4 (Sep) 
n.a. 
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FOOTNOTES : : 

1/ The 1979 National Account figuresare provisional figures; the 1980 figures are 
estimates for the full year,except where latest month available is indicated. 

2/ In order to assure comparability for the years 1978-80, franc figures for GNP, 
Investment and Money Supply for all years have been converted into dollars at 
4.51F per dollar. For the constant price series, the exchange rate used is 
for 1970 dollars which was 5.50 F. Figures in the balance of payments section 
have been converted from francs into dollars at the rates prevailing during 
the period in question. 

3/ Not including construction. 

4/ Labor productivity outside the farm and financial sectors. 

5/ The component is revalued every 6 months, and gold is valued at 42.2$ per ounce. 

6/ New series starting January 1980. 

/ Based on French customs statistics. 





SUMMARY 


The adjustment of the French economy to the steep oil price 
increases of 1979 was delayed for two major reasons. Like most 
other Western countries, France experienced a period of accel- 
erated spending fed by inflationary expectations. Second, an 
investment boom that began in late 1979 proved fairly durable. 
The first impact of the second oil shock was thus on price infla- 
tion, followed by higher wage gains. The cost of living figures 
may rise about 13.5 percent on the average for 1980; wage 
increases should average more than 15 percent higher than in 
1979. The expansionary phase came to a halt in the spring of 
1980, however; and although there was a modest pickup during 

the summer, further decline in activity was expected through 

the end of the year. Yet, a severe recession does not appear 
likely for France: The official gross domestic product (GDP) 
growth forecasts were 2 percent for 1980 and 1.6 percent for 
1981. While the unemployment rate stabilized at almost 6.5 
percent in recent months, the expected large number of new 
entrants into the work force, combined with high productivity 
growth, should result in a steady upward trend in unemployment. 
The balance of payments shifted into very large deficit in 1980, 
following a small surplus in 1979, because of the much higher 
oil bill and also because export growth slackened early in 1980 
while France continued to import at a rapid pace. The Government 
admitted to the possibility of a $7 billion current account 
deficit for 1980. In spite of the deficit, the franc has been 
very strong, holding the top position of the European Monetary 
System (EMS) for much of 1980 because of confidence in France's 
economic policies, because of high domestic interest rates, 

and because France's economic problems do not compare unfavorably 
with those of the other European nations, especially Germany. 


Growth prospects for French industry are weak in the short term 

in line with the poor outlook for the economies of trading- 
partner countries. Yet, the trends differ among sectors. In 
general, capital goods industries are doing better than consumer 
goods and semimanufactures. Several of France's "industries 

of the future" (computers, electronic components, and aeronautics) 
continue to expand at a healthy pace. Steel production improved 
early in 1980 after a small pickup in 1979. The poorer performers 
in 1980 were automobiles, chemicals, and textiles. 


U.S. exports to France were up 47 percent for the first half 
of 1980 in comparison with 1979 and should continue to grow 
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steadily. The most promising areas are computer and peripheral 
equipment, printing and graphic arts equipment, sporting goods, 
electronic components, health care equipment, process control 
equipment, laboratory and scientific instruments, and aircraft 
,and avionics equipment. 


CURRENT ECONOMIC SITUATION AND TRENDS 


The steady expansion of the French economy since mid-1977 came 
_to a halt in the spring of 1980. The depressive impact of 1979's 
oil price increases on economic activity in France had been 
delayed for two major reasons. France, like most other Western 
countries, experienced a period of accelerated spending as house- 
holds and businesses rushed to buy in anticipation of future 
higher prices. These expectations, in part self-fulfilling, 

were realized: The initial effects of the "second oil shock" 
were higher price inflation followed, after a lag, by catchup 
wage increases. Second, Prince Minister Barre's policy of indus- 
trial price liberalization, in conjunction with buoyant demand 
and a backlog of delayed projects, resulted in a late-1979 boom 
in business plant and equipment investment after a long period 

of near stagnation. 


The inflation-generated growth phase ran its course by the second 
quarter of 1980, mainly because households reduced spending. 
Consumers increased savings, and retail sales and housing invest- 
ment fell. Business investment, both in inventories and plant 
and equipment, held up well. Surveys and statistics indicate 
there was at least a modest pickup in sales and production over 
the summer. 


The 1980 economic slowdown was unevenly distributed: The indus- 
trial sector was hardest hit; export sales are weaker than domestic 
demand. Average industrial production for the first 8 months 

of 1980 was about the same for the comparable period of 1979, 

but the trend in 1980 was downward and the National Statistics 
Institute (INSEE) expected output to drop to about 4 to 5 percent 
between the first and fourth quarters. Within industry, produc- 
tion of consumer goods was the weakest, followed by semimanufactures. 
The machinery and equipment industries, supported by the strength 
of internal demand, have experienced a much more modest reduction 
in output and orders. 


The official Government forecast was a 2-percent GDP growth 
in 1980. Though it appears possible that growth will fall 
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slightly short of that estimate, a sharp recession does not 

seem likely for France. The official forecast for 1981 is 1.6 
percent growth; the concentration of Government spending at 

the first of the year and the removal of a supplemental social 
security tax February 1 should help to prop up economic activity 
early in 1981. 


Consumer price inflation slowed briefly in the spring of 1980 

but took off again over the summer as food prices, which had 
restrained the increase in the overall index over the past couple 
of years, also began to rise at an accelerated pace.. The increase 
in the cost of living was expected to average about 13.5 percent 
in 1980, still a rather moderate increase over 1979's 11.8 per- 
cent, considering that France was paying, on the average, about 

75 percent more per barrel of oil in 1980. Workers won higher 
wage increases in 1980 to try to offset the bite on incomes 

of higher wages and taxes. Hourly wages in 1980 may have averaged 
somewhat over 15 percent above those in 1979, following a 13.8- 
percent increase in 1979. The Government stepped up its jawboning 
effort to persuade employers to hold the line on wages and to 
prepare the public for no increase, and possibly a loss, in 
purchasing power. 


While the unemployment rate stabilized at about 6.5 percent, 
unemployment continues to be a major economic and political 
problem. Relatively rapid productivity growth and numerous 
entrants into the work force currently require a 3- to 4-percent 
GDP growth rate to reduce unemployment. Therefore, the steady 
upward trend of unemployment in the last few years is expected 

to continue. INSEE believes this trend will last until 1985 

when labor force growth is expected to fall off, due to decreasing 
numbers of youth entering the labor force. 


The balance of payments shifted into very large deficit in 1980 
following a smali $1.5 billion surplus in 1979. The Government 
estimated the 1980 current account deficit at about $7 billion, 
which may turn out to be optimistic. A large part of the negative 
Swing is the result of the increase in the oil bill. However, 
France's export growth slackened at the end of 1979, while non- 
oil imports expanded rapidly through the summer of 1980, appar- 
ently reflecting some loss of domestic market shares. 


In spite of the balance-of-payment deficit, the intractability 
of inflation, and the continuing unemployment problem, the franc 
has held the top position in the EMS for much of 1980. In fact, 
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the Bank of France took measures recently to dampen the pressure 
for appreciation against the German mark. A strong franc is 

a pillar of Prime Minister Barre's economic policy. It has 

been achieved because domestic interest rates have been kept 
high relative to international rates, because of confidence in 
the soundness of Barre's economic policies, and because the 

loss of confidence in Germany and the Deutsche mark has made 
France and its currency look better. As a result, exporters 

and importers have taken positions in favor of the franc. There 
have also been very substantial capital inflows into both money 
and capital markets during 1980, in addition to the officially 
organized borrowing program, which have allowed an increase 

in official reserves at the same time that France is running 
very large monthly trade deficits. 


Money supply expansion (M2) slowed in 1980 and, for the first 
time in several years, may reach the Bank of France's 11l-percent 
growth target. The Government has announced a 10-percent target 
for 1981, along with modestly stricter controls on bank credit. 


Sectoral Performance: Outlook Remains Cautious 


The overall stagnation in industrial production masks diverging 
trends among the various sectors. Some of France's targeted 
"industries of the future" (computers, electronic components, 
and aeronautics) lead the parade. There has been some progress 
as well in the depressed steel industry, and rubber has also 
improved its performance relative to 1979. However, the outlook 
in most sectors remains cautious even in industries in which 
first-half 1980 results show considerable strength. ~ 


Computers and Their Peripherals 


Sales in the indigenous computer industry grew about 15 percent 
in value annually from 1976 through 1979. The outlook for 1980 
and beyond remains strong as annual domestic consumption is 
expected to increase by 15 percent in value and over 20 percent 
in volume for the next 5 years. Production and demand for elec- 
tronic instruments--both process control and measuring instru- 
ments--was strong in 1979 and in the first half of 1980. At 
the end of the first half of 1980, inventories of this type 

of equipment were low and order books were full. The telecom- 
munications industry is facing some short-term difficulties 

as the French Government completes its program of expansion 
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and begins to emphasize investment in equipment for new telephone- 
related services such as telecopiers and subscriber terminals 
linked to computers. In the first half of 1980, increased export 
sales of more traditional equipment failed to compensate for 

the decline in French Government orders. 


On the import side the French market is growing rapidly, 
especially for minicomputers and small business systems. With 
a share of 47 percent of total imports in 1979, the U.S. ranks 
as France's number one supplier. 


Electronic Components 


The French market for electronic components continues to expand 
at an annual rate of over 10 percent. Semiconductors remain 

of particular interest to U.S. suppliers because the French 
market in this sector continues to grow at the 1978-79 annual 
rates of 26 percent. 


Aircraft and Avionics 


The aeronautics industry is doing particularly well. Production 
for the first half of 1980 continued to grow at an annual rate 

of 5 percent. Order books for the Airbus and the Mirage fighter 
are full; sales of other civil and military aircraft also continue 
their strong performance. U.S. avionics and aircraft components 
are in strong demand. 


Chemicals 


Like production in other Western European nations, French chemical 
production headed for rapid retrenchment in 1980. Demand in 

the first half was soft. Furthermore, the industry closely 
watched end-user inventories for signs that current demand was 
based on precautionary buying. Producers have been concerned 

that the rising price of naphtha and increased foreign competition 
(especially American) could cause production to stagnate. 


Automobiles 


Although overall production for the first half of 1980 was down 
only 3.2 percent compared with the same period in 1979, total 
sales for the second half were almost certain to drop. The 
production trend is definitely down and most industry analysts 
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predicted a gloomy end for 1980. Peugeot seems to agree: During 
the third quarter of 1980 it announced temporary layoffs and 
shutdowns of various plants. The big winner in this soft market 
was Renault. For the first time, the nationalized firm was 
neck-and-neck with Peugeot, its privately owned competitor. 
During the first half of 1980 Renault grabbed 49.2 percent of 

the market to Peugeot's 50.8 percent; Renault's production grew 
by 15.4 percent, while Peugeot's dropped 15.7 percent. 


Household Appliances 


Sales of household appliances were up 7 percent in 1979, but 
production increased only 3 percent. Although production growth 
continued at this pace through the first half of 1980, the indus- 
try was apprehensive about 1980 as a whole. It claimed that 
order books were not as full as in 1979 and imports (up 25 per- 
cent in 1979) were making steady inroads. 


Mechanical Construction 


Despite a modest rise during the second half of 1979, production 
growth in the mechanical construction industry was only 1.5 

to 2 percent for the year. Within the sector, however, machine 
tools enjoyed exceptional success with growth between 7 and 

8 percent. The performance of precision equipment has also 

been better than average, especially in measuring instruments 
and medical equipment. During the first part of 1980, those 
products and equipment destined for the food, plastic, and paper 
industries were the best performers. The industry predicted 

a slowdown during the second half of 1980 as investment activity 
was being curtailed. 


Transportation 


The transportation sector did well in 1979, with overall growth 

of about 5 percent. Distribution of activity among subsectors 

(in billions of tons per kilometer) was roughly 95.3 for trucking, 
70.6 for rail, and 11.7 for water transport. The trucking industry, 
which enjoyed a 7-percent increase in activity in 1979, had 

a good first quarter of 1980 with 5-percent growth. Rail trans- 
port during the first quarter of 1980 was up about 4.5 percent 

over .the same period in 1979, despite an 8-day strike in January. 





Energy 


Energy consumption in France increased 2.7 percent during 1979, 
from 184.5 to 189.5 million tons oil equivalent. Consumption 

of petroleum in 1979 was about the same as in 1978, declining 
about 0.5 percent to 108.2 million tons; the decrease since 

1973 has been 7.5 percent. A significant portion of oil imports 
went to replenish depleted stocks. In 1979, consumption of 
natural gas increased 11.5 percent and consumption of nuclear 
power was up 29.5 percent. Through August of 1980, total energy 
consumption was down 2 percent, when compared with that of the 
same period of 1979. Domestic deliveries of petroleum products 
during the first three-quarters of 1980 fell 8 percent in volume, 
when compared with the same period of 1979. The distribution 

of consumption by type of energy is roughly as follows: coal, 
17.6 percent; petroleum, 54.6 percent; natural gas, 12.2 percent; 
and hydraulic and nuclear, 15.6 percent. 


Steel and Textiles 


After 3 successive years of decline, production of steel increased 
2 percent in 1979. The results for the first quarter of 1980 

were more positive, with an ll-percent increase over the same 
period of 1979. The textile industry has been in a decided 

slump since the first quarter of 1979. The shipping industry 

is still in a recession. Its production dropped 25 percent 

in 1979. A further decline of 15 percent is expected in 1980. 


Trade and Industrial Policy 


The French Government is basically committed to a liberal world 
trading system. On most trade policy matters, French positions 
are developed within the European Economic Community (EEC), 

which represents all nine member states. France, in that context, 
has now signed the Tokyo Round General Agreement on Tariffs 

and Trade tariff reductions and other codes. [In the face of 
depressed sectors (textiles is a recent example), the French 
Government has taken protective countermeasures; generally, 

but not always, in concert with EEC. In the case of steel, 

the Government took the initiative to restructure a weakened 
industry in line with an agreed EEC position. There are other 
examples of the Government protecting French industry, particularly 
in the computer/electronics and automobile industries and in 

some areas of agriculture. 





Investment Climate 


The present French Government is fairly open to foreign invest- 
ment, particularly in depressed or less developed geographical 
areas where job creation is desired. Investment incentives 

are sometimes available in such cases. However, there are few 
general guidelines, and decisions on investment applications 

are taken on a case-by-case basis, as was stated by represen- 
tatives of the Ministries of Economy and Industry at an American 
Chamber of Commerce seminar. Foreign investment is watched 
particularly closely in several "strategic" sectors in which 

the Government tries to foster an indigenous French capability, 
but numerous other industries also seem to be under surveillance. 
There is sometimes considerable uncertainty and delay as to 
whether individual applications will be approved. Nevertheless, 
a large number of U.S. firms have invested in France and continue 
to do so, and the great majority are satisfied with the results. 


IMPLICATIONS FOR THE UNITED STATES 


U.S. exports to France increased 28 percent in 1980, from 26.9 
to 34.4 billion francs (or $8.1 billion). The table in this 
section sets forth the level of U.S. exports in 1978 and 1979 
for products for which growth was particularly strong. 


1980 1979 1979 increase 
Product (million F) (million F) (percent) 


Chemicals 451 635 40 
Rubber (natural and 
synthetic) 209 330 58 
Artificial and syn- 
thetic fibers and 
textiles 
Natural fiber textiles 
and madeup articles 
Basic metals 
Motors and engines 
Aircraft and parts 
Electrical equipment 
Instruments 
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The United States has an active and growing trade relationship 
with France. Overall trade performance is rated good to excel- 
lent. Total U.S. exports to France were up 47 percent for the 
first half of 1980 in comparison with 1979. The U.S. share 

of the French import market increased from 6.9 percent in 1978 

to 7.5 in 1979 and reached 8.2 percent for the first 6 months 

of 1980. U.S. exports to France should continue to grow steadily. 
U.S. companies are strongly represented in France, and U.S. 
subsidiaries make an important contribution to the French economy 
as well as to the U.S. balance of payments in the form of repatri- 
ated earnings. The depreciation of the dollar has made U.S. 
products more competitive across the board. Another frequently 
cited U.S. competitive advantage in manufactured goods has been 
quality and technical sophistication. The chief determinants . 
for success in the French market are the normal commercial con- 
Siderations: price, quality, style and design, delivery times, 
credit terms, and aftersales service. The chief disadvantages 
faced by U.S. exporters in this market are distance vis-a-vis 
competing EEC suppliers and lack of familiarity with the language 
and marketing requirements. While it would be helpful to have 
more U.S. products designed for this market (e.g., use of the 
metric system, 220-volt current, and styling to French tastes), 
U.S. products will sell in France if a careful and knowledgeable 
approach is made to the market. The Embassy recently identified 
products that are believed to be particularly strong prospects 
for increased sale in France. These include computers and peri- 
pheral equipment, printing and graphic arts equipment, sporting 
goods, electronic components, health care equipment, process 
control equipment, laboratory and scientific instruments, and 
aircraft and avionics equipment. This list certainly does not 
exhaust the good possibilities for U.S. exporters. 


% U. S. GOVERNMENT PRINTING OFFICE: 1981—341-007/386 
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